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Brief Description: Modifying accountability requirements under the public accountancy act.

Sponsors: By House Committee on Commerce & Labor (originally sponsored by
Representatives Conway, Chandler, Kenney, Wood, Hudgins, Cooper, Veloria,
Schual-Berke, Lovick, Kirby, Dickerson, Upthegrove, McDermott, Rockefeller, Morrell,
Murray, Simpson, Darneille, Chase, Cody and Ruderman).

House Committee on Commerce & Labor
House Committee on Appropriations
Senate Committee on Financial Services, Insurance & Housing
Senate Committee on Ways & Means

Background:

Regulation of the Accounting Industry

Accountants and accounting firms engaging in public accounting in Washington are
governed by Washington’s Public Accountancy Act (PAA). The PAA requires these
persons and firms to obtain and maintain a certified public accountant (CPA) license.
Fees must be assessed at a level adequate to administer the program.

Some of these CPAs and CPA firms are also regulated by federal law and may be
licensed in other states. Under Securities and Exchange Commission (SEC) rules,
standards adopted by non-governmental entities, such as the American Institute of
Certified Public Accountants Auditing Standards Board, may apply to audits performed
on publicly traded companies.

In 2002 the Congress enacted the Sarbanes-Oxley Act which created the Public Company
Accounting Oversight Board (PCAOB) to oversee the auditing of public companies. The
PCAOB must register public accounting firms that participate in the preparation of public
company audits.

Compliance Reporting and Penalties

The Board of Accountancy (Board) may take action against an individual’s or firm’s CPA
license for violations of the PAA or conviction of any crime and in response to
suspension or revocation of the individual’s or firm’s CPA license by another state or the
federal government. Similar action may be taken for violation of the Board’s ethical or
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technical standards. CPAs and CPA firms and individuals, except those licensed through
reciprocity with another jurisdiction, are not required to notify the Board of compliance
actions taken by other states, the federal government, or non-governmental
standard-setting entities or of related investigations.

A CPA firm must give the Board notice within 90 days after changes in partners,
shareholders, or other firm owners. If a CPA firm falls out of compliance due to
changes in ownership or personnel, it must notify the board within 30 days after the
change and make a proposal for coming back into compliance.

Retention of Documents

The PAA does not require a CPA or a CPA firm to retain audit work papers or other
documents.

The Sarbanes-Oxley Act directed the SEC to adopt rules specifying the documents that
accountants must retain, and the retention period, when auditing publicly traded
companies. These rules were adopted on January 23, 2003. The new SEC rules require
auditors to retain certain documents for seven years after an audit. The documents to be
retained include: workpapers and other documents that form the basis of the audit or
review, and memoranda, correspondence, communications, other documents, and records
(including electronic records), which are created, sent, or received in connection with the
audit or review, and contain conclusions, opinions, analyses, or financial data related to
the audit or review.

Auditor Independence

The PAA does not specifically require CPAs or CPA firms to be independent of entities
they audit. Board rules, however, prohibit CPAs and CPA firms from having a financial
interest in the entities they audit. Further, Board policy requires CPAs and CPA firms to
avoid offering services where actual or perceived conflicts of interest exist.

On October 25, 2002, the Board established an Independence Committee (Committee) to
review the Board’s current independence rule and develop a draft independence rule.
The Committee is scheduled to present its draft to the Board on July 26, 2003.

The Sarbanes-Oxley Act required the SEC to expand its rules regarding the independence
of accountants from the companies they audit. These rules, adopted January 22, 2003,
prohibit regulated accountants and firms from providing a wide variety of services that
could result in conflicts of interest, including information technology, bookkeeping,
financial systems design, personnel services, and legal services. The rules allow the
provision of tax services.

Summary:
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Compliance Reporting and Penalties

CPAs and CPA firms must notify the Board within 30 days after:
· sanction, suspension, revocation, or modification of the professional license or

practice rights by the SEC, the Internal Revenue Service, or another state Board of
Accountancy;

· sanction or order against the CPA or CPA firm by any federal or state agency related
to the CPA’s or firm’s practice of public accounting or violation of ethical or
technical standards established by Board rule; and

· notice that the CPA or CPA firm has been charged with a violation of law that could
result in the suspension or revocation of a license by a federal or other state agency,
as identified by Board rule.

The Board must adopt rules to implement these reporting requirements and may also
adopt rules specifying reporting requirements related to sanctions entered by a
nongovernmental professionally related standard-setting entity.

The time period for licensed firms to notify the Board after falling out of compliance due
to changes in ownership or personnel is increased from 30 to 90 days.

The Board’s penalty authority for violations of the PAA is increased from a maximum of
$10,000 to a maximum of $30,000. The monetary penalty for a violation of the PAA
that is punishable as a crime is increased from a maximum of $10,000 to a maximum of
$30,000.

Retention of Documents

Licensed CPA firms are required to retain certain documents and records for seven years
after the end of the fiscal period in which the firm conducted an audit or review of a
client’s financial statements. The Board is granted rule-making power to implement the
document retention requirements.

Auditor Independence

The Board is required to report to the Legislature on auditor independence by December
1, 2003.

Votes on Final Passage:

House 96 0
Senate 47 0 (Senate amended)
House 98 0 (House concurred)

Effective: July 27, 2003
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